The Alabama Securities Commission
The Kentucky Department of Financial Institutions
The Mississippi Secretary of State’s Office
The South Carolina Office of the Attorney General

In the matter of )

) Joint Administrative

) Proceeding
MORGAN ASSET MANAGEMENT, INC., a ) File Nos.
wholly owned subsidiary of MK HOLDING, INC., ) Alabama: SC-2010-0016
a wholly owned subsidiary of REGIONS ) Kentucky:2010-AH-021
FINANCIAL CORPORATION; MORGAN ) Mississippi: S-08- 0050
KEEGAN & COMPANY, Inc., a wholly owned ) South Caolina: 08011

subsidiary of REGIONS FINANCIAL
CORPORATION; JAMES C. KELSOE, JR;;

N N

BRIAN B. SULLIVAN; GARY S. STRINGER; )
and MICHELE F. WOOD, )
)
Respondents )

JOINT NOTICE OF INTENT TO REVOKE REGISTRATION
AND
IMPOSE ADMINISTRATIVE PENALTY

COME NOW, Joseph P. Borg, Director, Alabama Se@sriCommission; Charles A. Vice,

Commissioner, Kentucky Department of Financial itnsbns; Tanya G. Webber., Assistant

Secretary of State for the Mississippi Secretargtaite Securities and Charities Division; and

Tracy A. Meyers, Assistant Attorney General for State of South Carolina (collectively the

“Agencies”) and issue this Joint Notice of Interd Revoke Registration and Impose

Administrative Penalty against Morgan Asset Managetin Inc. and Morgan Keegan &

Company, Inc. for violating provisions of the Alaba Securities Act, the Kentucky Securities

Act, the Mississippi Securities Act, and the SoQ#rolina Securities Act.

The Agencies also seek to bar the individual Redeots, James C. Kelsoe, Jr., Brian B.

Sullivan, Gary S. Stringer, and Michele F. Woodniréurther participation in the securities

industry for violations of the above listed Stasx&ities Acts.



In support thereof the Agencies respectfully sulasitollows:
I. JURISDICTION AND VENUE
1. Each of the Agencies is authorized to adminisgeBecurities Act. Further, each
Agency is authorized to participate in and prosecublations of their Acts
jointly with other state securities regulators.
2. Alabama is specifically authorized to administee thlabama Securities Act

pursuant to Code of Alabama 19358-6-50.

3. Kentucky is specifically authorized to administae tKentucky Securities Act
pursuant to KRS § 292.500(1).

4. Mississippi is specifically authorized to adminrstiee Mississippi Securities Act
pursuant to the Mississippi Securities Act § 751D7-

5. The Attorney General of South Carolina is spedifycauthorized to administer
the South Carolina Uniform Securities Act of 200Be(“SC Act”) pursuant to
S.C. Code Ann. § 35-1-601(a).

6. Venue is appropriate in any state represented bypturticipating Agencies.
Further, Regions Financial Corporation (“RFC”) iseadquartered in
Birmingham, Alabama. All Respondents are whollyned subsidiaries of RFC
or subsidiaries of other companies which are wholyed by RFC.

7. All Agency Plaintiffs are authorized and empoweoedbehalf of their respective
states and the citizens of their states to regtleteffer and sale of securities in
or from their states, including the registrationbobker-dealers and their agents
and investment advisers and their representatives.

II. INTRODUCTION



10.

11.

This action is brought by state security regulatagainst a broker-dealer, an
investment adviser, a fund manager, and specifigalayees of the broker-dealer
and investment adviser, for their management ofacemproprietary funds (the
“Funds”), misleading regulatory filings and marketi materials, and due
diligence and supervisory failures.

The Agencies allege that Respondents misled inkgesty failing to disclose the
risks associated with the Funds; misrepresentirg riature of the Funds;
misclassifying the securities held within the Funolsmparing the performance of
the Funds to inappropriate peer groups (benchmarfied)ng to accurately
represent the amount of structured debt secuhtés in the Funds; and after the
collapse of the Funds, recommending that investbaild hold and/or continue
to buy the Funds.

The Agencies allege that Respondents engaged ithicalesales practices by
inappropriately targeting customers who owned l@k-icertificates of deposit
(“CDs”) and customers who were retired or nearietyement. Funds were sold
in a manner which caused a lack of diversificatiorthe customers’ portfolios.
Essentially, Respondents concentrated too largereeptage of many of their
customers’ assets in the Funds. Moreover, Respbndailed to adequately
acknowledge the risks associated with the Funddicpkarly the Intermediate
Bond Fund, which was marketed as being appropfoatenvestors seeking low-
risk investment strategies.

The Agencies allege that Respondents failed toillfulieir due diligence
responsibilities. Respondents failed to adequaggbmine and report about the

Funds and their management to the broker-dealalés $orce and investors.



12.

13.

14.

15.

16.

The Agencies allege that Respondents withheld nmédion from the broker-
dealer’s sales force.
The Agencies allege that Respondents provided nergfal treatment to certain
customers to the detriment of other customers.
The Agencies allege that Respondents failed irr tgervisory responsibilities.
Respondents failed to adequately train their sédese about the proprietary
funds at issue, they failed to require the salesefdo assess each customer’s risk
tolerance, and they failed to oversee the manageaig¢he Funds. The failures
of oversight allowed the misclassification of holgés within the Funds, and
resulted in material misrepresentations in publidigseminated materials. In
addition, corporate Respondents shielded the Fuideager, Respondent James
C. Kelsoe, Jr., from the established supervisanctire.
The misrepresentations, omissions, and sales peacbf Respondents enticed
investors to invest in the Funds. The investmeahviser's management of the
Funds, the broker-dealer’'s inadequate due diligeand Respondents’ overall
supervisory failures resulted in investor lossesapproximately Two Billion
Dollars ($2,000,000,000.00).

[ll. FUNDS
The six funds at issue are Regions Morgan KeegletiSatermediate Bond
Fund, Regions Morgan Keegan Select High Income FHdedions Morgan
Keegan Advantage Income Fund, Regions Morgan KeklggimIncome Fund,
Regions Morgan Keegan Multi-Sector High Income Fand Regions Morgan

Keegan Strategic Income Fund.



a.

Regions Morgan Keegan Select Intermediate Bond FyMKIBX or
“Intermediate Bond Fund”) and Regions Morgan Kee@atect High Income
Fund (MKHIX or “Select High Income Fund”) were opend mutual funds and
include “A”, “C”, and “I” share classes. Prior tbe merger of Regions Financial
Corporation (“RFC”) and Morgan Keegan Holdings,.Jnte two (2) open-end
funds were part of Morgan Select Funds, Inc., andwn as Morgan Keegan
Select Intermediate Bond Fund and Morgan KeegaacSéligh Income Fund.
Subsequent to the RFC acquisition of Morgan Keegad Company, Inc.
(“MKC"), the names of the Funds were changed tduike “Regions” as a part of
their names. The initial prospectus for the oped-finds is attached hereto as
Exhibit 1.

Regions Morgan Keegan Advantage Income Fund (RMRAggions Morgan
Keegan High Income Fund (RMH), Regions Morgan Keelfulti-Sector High
Income Fund (RHY), and Regions Morgan Keegan Sjiatemcome Fund (RSF)
were all proprietary closed-end mutual funds. M&@s the lead underwriter for
these four (4) proprietary closed-end mutual fund$e initial prospectuses for

the closed-end funds are attached heretBxdmsbit 2 Exhibit 3, Exhibit 4, and

Exhibit 5.

All six (6) Funds were largely invested in the lawanplicitly leveraged, and
most risky “tranches”, or slices, of structured ti@istruments. In structured debt
instruments, an issuer takes a pool of assets, asichortgages, credit card debt,
or aircraft leases, which are used as collateralsioe securities. Instead of letting
each investor own a share of the entire pool, siseiar divides the pool into

several slices, or “tranches.” The issuer definbghvtranches receive payment



priority and enjoy certain loss protections. Gailgr payment priority is in order
from the top tranche down, while losses are suffenereverse order from the
bottom tranche up. A detailed explanation of theads’ holdings and risks is
attached agxhibit 6. The Funds were comprised of many of the sameirgs.
On June 30, 2007, approximately two-thirds (2/3)tleé holdings of the four
closed-end funds and the Select High Income Funde walentical.
Approximately one quarter (1/4) of the Intermediddend Fund holdings
corresponded to the holdings of the other fiveH@)ds. A spread sheet analysis
of the holdings of the various funds is attachedeakibit 7. The Funds were
highly correlated, meaning they behaved like eattterounder similar market
conditions. The combination of risky lower trandi@dings, mirrored holdings
among the Funds, and the high correlation of thedBwcaused investors owning
more than one of these funds to have a heightesledue to over-concentration.
The Funds were managed by James C. Kelsoe, Jr.

The chart belowExhibit 8 illustrates both the high correlation of common

holdings among the Funds and the precipitous drapd value of the Funds.
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IV. PARTIES

A. AGENCIES

17.

18.

19.

20.

The Alabama Securities Commission (“Alabama”), misamency of the State of
Alabama, headquartered in Montgomery, Alabama, amganized and validly

existing under the Alabama Securities Act (8 8-628@le of Alabama, 1975

The Kentucky Department of Financial Institutiofikgntucky”) is an agency of
the State of Kentucky, headquartered in Frankientucky, and organized and
validly existing under the Kentucky Financial Sees Code Section KRS 286.1-
001.

The Mississippi Secretary of State (“Mississippg)the constitutional officer of
the State of Mississippi, headquartered in JackBbssissippi, and charged with
administering the Mississippi Securities Act (Mi€xnde 75-71-101et. seq).

The South Carolina Attorney General (“South Caw@gdlinis a constitutional
officer of the State of South Carolina, headquaden Columbia, South Carolina,
and organized and validly existing under the Sdtdinolina Constitution. S. C.
Const. Art. VI. 87. Pursuant to the SC Act, theéohtey General serves as the
State’s Securities Commissioner and is respondineenforcing the SC Act.

S.C. Code Ann §§ 35-1-102(28), 35-1-601(a) (Suppo

B. RESPONDENTS AND RELATED ENTITIES

21.

Morgan Asset Management, Inc.(“MAM”) is a federal registered investment
adviser with the United States Securities and ExgeaCommission (“SEC”)

(CRD No. 111715) and at all relevant times was erlgpnotice filed with the



22.

23.

24,

25.

26.

Agencies. MAM is headquartered in Alabama withria@pal business address
of 1901 &' Avenue North, % Floor, Birmingham, Alabama 35203.

Regions Financial Corporation(“RFC”), a Delaware corporation (EIN No. 63-
0589368), is a financial holding company providimanking and other financial
services through its subsidiaries. RFC is headeret in Alabama with a
business address of 1900 Fifth Avenue North, Bigham, Alabama 35203.
RFC’s banking operations are conducted through ddsgBank (“Regions”), an
Alabama chartered bank with a business addressOaRR/erchase Parkway East,
Hoover, Alabama 35244.

Morgan Keegan & Company, Inc. (“MKC”) (CRD No. 4161), a Tennessee
corporation, is a registered broker-dealer with Algencies and the SEC, as well
as a federal registered investment adviser withSBE. At all relevant times
MKC was properly registered and notice filed witle tAgencies. MKC is a
wholly owned subsidiary of RFC, and RFC is headuead in Alabama. MKC'’s
primary business address is 50 Front Street, MoKyegan Tower, Memphis,
Tennessee 38103-9980.

Regions Morgan Keegan Trust, F.S.B.(“RMKT”") is the trust and asset
management unit of RFC and operates as a unit d MK

Wealth Management Services(*"WMS”), a division of MKC, develops and
implements asset allocation strategies for MKC asténsibly performed due
diligence on traditional and alternative funds &mad managers for the benefit of

MKC, its Financial Advisers (“FAs”), and its investclients.
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28.

29.

30.

31.

James C. Kelsoe, Jr. ("*Kelsoe”) (CRD No. 2166416) was Senior Portfolio
Manager of the Funds and was responsible for setp@nd purchasing the
holdings for the Funds. Kelsoe was an employdd/Aif/.

Brian B. Sullivan (“Sullivan”) (CRD No. 2741207) was President andiet
Investment Officer of MAM. Sullivan was responsiblfor the overall
management of MAM including oversight of the Funds.

Gary S. Stringer (“Stringer”) (CRD No. 2917717) was Director of Irstements
for WMS. Stringer was responsible for overseeimg due diligence performed
on products included on MKC’s "Select List." Thel&t List was a list of
products, including mutual funds, separate accouahagers, and alternative
investments, which MKC represented as having padseddiligence screening
and appropriate for use in client portfolios. Bwaect List was available to MKC
FAs and was found to have been used by MKC FAs wheaking investment
recommendations to their clientsln addition, WMS, under the direction of
Stringer, created and maintained mutual fund ationgportfolios to be used in
the discretionary and non-discretionary platforresduby the FAs.

Michele F. Wood (“Wood”) (CRD No. 4534832) served as Chief Comptia
Officer of the Funds, Chief Compliance Officer ofAM, and Senior Attorney

and First Vice President of MKC.

V. INVESTIGATION
Between March 31, 2007 and March 31, 2008, the &uast approximately
Two Billion Dollars ($2,000,000,000.00). Fund lessare calculated from the

Annual and Semi-Annual Shareholder Reports (Forr@&IR and N-CSRS filed



32.

with the SEC) and are summarized and attachedbxdsbit 9. Based on
complaints regarding the losses, thirteen (13pstaturities regulators formed a
task force to investigate the management, salesctipea, and
supervisory/compliance procedures related to threl§u

The task force coordinated and conducted investiggtinto Respondents’
management, marketing, sales, and supervisionedftimds. The state regulators
conducted nine (9) on-site branch exams in seven s{&tes, interviewed
approximately eighty (80) present and former sedgsesentatives, managers, and
officers, interviewed customers, and reviewed thods of e-mall

communications, reports, and other records provieRespondents.

VI. FINDINGS OF FACT

A. MORGAN ASSET MANAGEMENT

33.

34.

35.

MAM, the investment adviser, is a wholly owned sdlasy of MK Holding, Inc.,
which, in turn, is a wholly owned subsidiary of RR&hich is headquartered in
Alabama.

Prior to the 2001 acquisition of MKC by RFC, MAM svaa wholly owned
subsidiary of MKC, the broker-dealer. Subsequenthte acquisition, MAM
became a wholly owned subsidiary of MK Holding, .lna wholly owned
subsidiary of RFC.

Pursuant to investment adviser agreements betwe®M Bhd Morgan Keegan
Select Fund, Inc., MAM was responsible for the alldnvestment management
of the open-end Funds. Pursuant to similar investradviser agreements with

each of the closed-end funds, MAM was also respbmsfor the overall



investment management of the closed-end funds. alyjlament of the Funds
included managing the investments and other affsfirsach fund and directing
the investment of each fund’'s assets. Accordingth® closed-end funds’
prospectuses, the valuation of the closed-end fymaitfolios was delegated to
MAM. MAM’s management fee was a percentage ofawerage daily assets for

each fund.

B. MORGAN KEEGAN

36.

37.

38.

MKC is a full-service regional brokerage and inwesnt banking firm. MKC
offers products and services including securitieskérage, asset management,
financial planning, mutual funds, securities undémg, sales and trading, and
investment banking. MKC also manages the delivdrirust services provided
pursuant to the trust powers of Regions Bank.

MKC was the principal underwriter of all six Fund$viKC also provided an
employee (Wood) to serve as the Funds’ Chief Camnpk Officer. For the
open-end funds, MKC acted as the distributor offtlmels’ shares, provided fund
accounting services, which included valuation of fecurities within the open-
end funds’ portfolios, and served as the trangfdrdividend disbursing agent.

As a distributor of the open-end funds, MKC wasdpaipercent of sales charged
on the purchased shares. MKC’s compensation fes sgas 2.00% for the sale
of class “A” shares of the Intermediate Bond Fuawd 2.50% for sales of the
Select High Income Fund. The Funds’ distributitemp allowed MKC to receive
a service fee and a distribution fee from net assefhe distribution fee was

computed daily and paid quarterly.
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40.

41].

MKC also served as the open-end funds’ transfercavidend disbursing agent,
for which it received a monthly fee. MKC providadcounting services to each
fund. The accounting services included portfolazaunting, expense accrual,
payment fund valuation, financial reporting, taxc@anting, and compliance
control services. For these services, MKC receareddditional monthly fee.

In 2001, RFC purchased MKC with the intent of irmsi@g Region’s profitability.
RFC sought to benefit from MKC'’s expertise in gextierg fee revenue.

Regions’ bank employees referred bank customedK& agents which were
assigned to service the bank branches. The banqiogees contacted bank
customers, scheduled appointments between bankncest and MKC agents,
and were often present for the meetings betweek bastomers and the MKC

agents. These meetings were regularly held at bearich offices.

C. WEALTH MANAGEMENT SERVICES

42.

43.

Wealth Management Services (WMS) is a divisdnMKC. Among other
things, it develops and implements asset allocastvategies for MKC and
provides research and due diligence on mutual fusefsarate account managers,
and alternative investments comprising MKC’s Seleist, as well as certain
stocks not covered by MK Equity Researgkhibit 134

WMS consists of several departments. Thedtments Department of WMS is
comprised of the Due Diligence, Alternative Inveshts, Sales and Consulting,

Product and Platform Support, and Market Intellggegroups.

D. RESPONDENTS, INDIVIDUALLY AND COLLECTIVELY, MADE UN TRUE

STATEMENTS OF MATERIAL FACTS AND THEY OMITTED MATER IAL



FACTS NECESSARY IN ORDER TO MAKE THE STATEMENTS MAD E, IN

LIGHT OF THE CIRCUMSTANCES UNDER WHICH THEY WERE MA DE,

NOT MISLEADING.

44,

45,

46.

Failed to Disclose Risks in SEC Filings

The lower, or subordinated, tranches of asset-liadezurities represent the
most speculative parts of the asset-backed secufihe lower tranches receive
the lowest priority for distributions from incomadareturn of principal related to
the underlying assets held within the pool andtlaeefirst to suffer loss of value
due to any payment failures or defaults within &mgire pool. In the Funds’
disclosure documents filed with the SEC, Resporsdéailed to adequately
disclose the risks of subordinated tranches asagethe amount of subordinated
tranches comprising the Fund@schibit 10is the initial prospectus for the two (2)

open-end fundsExhibit 11, Exhibit 12 Exhibit 13andExhibit 14 are the initial

prospectuses for the four (4) individual closed-&muls.

Despite listing generic risk factors, Respondeptsispectuses failed to notify
prospective customers that the Funds were largatyposed of structured debt
instruments and the specific risks associated strtictured debt instruments.

Failed to Disclose Risks in Marketing Materials

In marketing materials, Respondents likewise fatiechdequately disclose the
risks to investors of investing in funds with theajority of their portfolios

invested in subordinated tranches of structured dedtruments. Respondents
published two particular pieces of marketing maledach quarter, the Fund

Glossiegproduced by MAM and the Fund Profilpsoduced by WMS.
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48.

49.

50.

MAM produced quarterly Glossies for all six Fundgxhibit 15 Exhibit 16

Exhibit 17 Exhibit 18 Exhibit 19 andExhibit 20 In the Glossies, MAM failed

to disclose the risks of owning the lower trancbestructured debt instruments
and failed to acknowledge the large amount of siattlings within the Funds.
MKC, through WMS, produced quarterly Fund Profies the Intermediate
Bond, Exhibit 21, and the Select High Incomxhibit 22 open-end funds. Like
MAM, MKC, through WMS, failed to disclose the riskdé owning the lower
tranches of structured debt instruments and faitecacknowledge the large
amount of such holdings within the Funds.

Misclassified Holdings within the Funds

In SEC filings, MAM misclassified approximately fohundred million dollars
($400,000,000.00) of risky asset-backed securitiescorporate bonds and
preferred stocks. In so doing, MAM misrepreseritexldiversification and risk
of the underlying holdings of the FundExhibit 23 Many of the holdings that
were classified as “corporate bonds” or “preferstmck” were actually the lower
and more risky tranches of asset-backed structdedst instruments. MAM
eventually acknowledged these misclassificationsmthey reclassified many of
these securities in the March 2008 Form N-Q HolgliRgport for the two (2)
open-end funds. Compare the March 2007 Form [Exjbit 24, to the March
2008 Form N-QExhibit 25

MAM misclassified other asset-backed securitiesaporate bonds or preferred

stocks but sold those securities before correettiassifying them.
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52.

53.

54.

Some securities were correctly classified as dsseited securities in 2006 but
were changed to be incorrectly classified as cafeobonds in 2007, and then
changed back to the correct classification in 2@08&ibit 26

Compared Funds to Inappropriate Benchmarks

In SEC filings, MAM compared the four (4) closeddefunds and the Select
High Income Fund (collectively the “RMK high yiefdnds”), which contained
approximately two-thirds (2/3) structured debt nostents, to the Lehman
Brothers U.S. High Yield Index (Lehman Ba IndeSge pages 7, 25, 43, and 61
of Exhibit 27, and page 36 oExhibit 28" The Lehman Ba Index is not an
appropriate peer group for comparison because thdinigs comprising the
Lehman Ba Index are not comparable to the holdmigsn the RMK high yield
funds. The Lehman Ba Index only contained corgobainds and no structured
debt instrumentsExhibit 29

The RMK high yield funds were riskier than the paltd within the Lehman Ba
Index. Until their ultimate collapse in 2007, t&MK high yield funds
performances were deceptively higher than that lvé index used for
comparisonExhibit 3Q

Respondent MKC used different but equally inappedprand misleading index
comparisons in the Select High Income Fund “Profdbeets produced by
WMS. These profile sheets compared the Select highme Fund to the Credit
Suisse First Boston High Yield Indekxhibit 31 as well as the Merrill Lynch

US High Yield Cash BB IndexExhibit 32 The two indices are not

! page numbers correspond to the pages of theilpdiiét the page numbers of the original document.
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56.

S7.

58.

representative of the holdings within the SelegiHincome Fund because the
two indices only contain corporate bonds and nactired debt instruments.

Exhibit 33 andExhibit 34 The Select High Income Fund was riskier than the

portfolios within either of the two indices. Untheir ultimate collapse in 2007,
the Select High Income Fund’s performance was daadyp higher than that of

the two indices used for comparisdaxhibit 35andExhibit 36

Used Misleading Pie Charts to Obscure Asset-backed

Holdings
Intermediate Bond Fund (MKIBX) - Glossies

Marketing glossies prepared by MAM for the Interma¢el Bond Fund (MKIBX)
contained allocation pie charts dividing the categgoof holdings by percentages
of the total portfolio. Between June 2004 and Ma@&9O05, the pie charts
evolved significantly: MAM divided the categoryiginally titled “asset-backed
securities” into multiple categories. This markgttactic obscured the fact that
the majority of the portfolio continued to be intex$ in asset-backed securities.
The tactic created the illusion that the MKIBX hiolgs were more diversified
than they actually were.

In the MKIBX glossy dated June 30, 200Exhibit 37 the Asset-Backed
Securities (ABS) and Commercial Mortgage BackeduStes (CMBS) are
listed under a single heading comprising seventggug (70%) of the portfolio.

In the MKIBX glossy dated December 31, 20@&khibit 38 the pie chart was
revised and the ABS and CMBS are shown as sepeaa#tgories, but together
still comprise seventy-six percent (76%) of thetfwdio.

The MKIBX glossies dated March 31, 20@xhibit 39 show the ABS category

further split into six (6) categories which, togathwith CMBS, comprised
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60.

seventy-seven percent (77%) of the portfolio. ®gbsnt glossies continue to

show the ABS split into six (6) categories.

The pie charts from each of these MKIBX glossies @a-created below. The
charts reflect changes in the way the assets segara&zed. The categorizations,
as depicted in the pie charts, appear to indichnges in the fund through
greater diversification. However, the changeghi pie charts do not reflect a
material change in the underlying holdings of tloetfplios and created a false
sense of diversification.
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Select High Income Fund Glossies (MKHIX)
Marketing glossies prepared by MAM for theeseHigh Income Fund contained

allocation pie charts dividing the categories dflimgs by percentages of the total
portfolio. Between June 2004 and March 2005, the gharts evolved
significantly:  MAM divided the category originallytitted “asset-backed
securities” into multiple categories. This markgtitactic obscured the fact that
the majority of the portfolio continued to be intex$ in asset-backed securities.
The tactic created the illusion that the MKHIX hiolgls were more diversified

than they actually were.



61. In the glossy dated June 30, 20B#hibit 40the Asset Backed Securities (ABS)

and Commercial Mortgage Backed Securities (CMB®) lsted under a single
heading comprising sixty percent (60%) of the it

62. In the glossy dated December 31, 2@dibit 41, the pie chart was revised and
the ABS and CMBS are shown as separate categbuesygether, still comprise
fifty-nine percent (59%) of the portfolio.

63. The glossy dated March 31, 20@xhibit 42 shows the ABS category further
split into six (6) categories which, together wiEMBS, comprised sixty-four
percent (64%) of the portfolio. Subsequent glassentinue to show the ABS
split into six (6) categories.

64. The pie charts from each of the Select Higlomne Fund glossies are re-created
below. The charts reflect changes in the way dset@ are categorized. The
categorizations, as depicted in the pie chartseapfo indicate changes in the
fund through greater diversification. Howeves tthanges in the pie charts do
not reflect a material change in the underlyingdhms of the portfolios, and

created a false sense of diversification.
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66.
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Misrepresented and Mischaracterized the Funds and

Their Holdings in Marketing Material
Intermediate Bond Fund Glossies (MKIBX)

Through the use of marketing materials and rep&espondent MAM misled
investors by minimizing the risks and volatilitysasiated with investing in
funds largely comprised of structured debt instrotse In the June 30, 2007
glossy, Exhibit 43 and previous quarterly glossies created by MAM,
Respondents marketed MKIBX as the fund for “Captadservation & Income.”
The glossy further stated:

If Your Objective is: Capital Preservation anddnee
This Fund Provides:
* A higher level of current income than typical money
market investments
» A greater stability in principal value than that of
long-term bonds
» A diversified portfolio of investment-grade debt
instruments
Exhibit 43 (emphasis added).

Only after the collapse of the funds did MAM acknegge these critical
distortions when it revised the MKIBX glossy in $&mber 2007Exhibit 44 and
removed the caption “Capital Preservation & Inconsid replaced it with
“Income & Growth”. Respondents also removed thedwstability”.

Investors were misled regarding the degree of otlss associated with the
MKIBX. MKIBX was marketed as being diversified ass a wide variety of debt
and equity linked securities. Specifically, the@ggy prepared by MAM dated

June 30, 2007&xhibit 43 included the following statement:

Minimize Risk

The single best way to reduce the risk of any pbdfis
throughadequate diversification The Intermediate
portfolio is diversified not only with regard to issuer, but




68.

69.

70.

71.

72.

alsoindustry, security type and maturity. Furthermore,
the Select Intermediate Bond Futhoes not invest in
speculative derivatives.

Exhibit 43 (emphasis added).

This statement was materially false and misleadingnvestors and potential
investors about MKIBX'’s diversification. As of Mar 31, 2007, almost two-
thirds of MKIBX was invested in structured debttmsnents. Exhibit 45 page
8.

The MKIBX glossies dated June 30, 2007 and epeiper 30, 2007, state that
MKIBX “...does not invest in speculative derivatives.However, Kim Escue,
the WMS fixed income analyst, on page 7 of her J3®e2007 annual on-site
due diligence review and findings, reported that IBIK does use derivatives.
Exhibit 46

MKIBX did in fact contain derivatives. The Watbr CDO was one-third (1/3)
cash and two-thirds (2/3) synthetic derivative.ariaghe D of Tahoma CDO Ltd
2006-1A and Tranche D of Tahoma CDO Ltd 2007-2A evalso synthetic
derivatives. Exhibit 47.

Intermediate Bond Fund Profiles (MKIBX)

Respondent MKC, through WMS, misled investoys rmisrepresenting the
nature and risk of MKIBX, which was largely commuk of structured debt
instruments. In the series of “Fund Profile Shepteduced quarterly by WMS,
MKC labeled MKIBX with varying and deceptive namedi, of which failed to

accurately portray MKIBX and its considerable expesto structured debt
instruments.

In the first profile sheet, dated September ZID6, Exhibit 48 MKIBX was

labeled “Taxable Fixed Income.” In a second peo$iheet, also dated September
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30, 2006,Exhibit 49 MKC labeled MKIBX as “Enhanced Low-Correlation
Fixed Income.” In a third profile sheet, datedcBmber 31, 200&xhibit 50
MKC labeled the fund “Intermediate Gov’'t/Corp Bond”

None of the three labels used by MKC accuratelyesgnted the nature of
MKIBX, of which approximately two-thirds (2/3) ohé portfolio was invested
in the lower tranches of structured debt instrumenihe label “Gov't/Corp
Bond,” which first appeared on the December 31,620@file sheet, was never
changed after that date.

The WMS profile sheet “Intermediate Gov't/Corp Boridbel falsely implied
that the holdings were predominately governmentamgdorate bonds carrying a
certain degree of safety. In fact, the Form N-CSE®rtified Shareholder
Report) filed by MAM with the SEC shows that MKIB&nly contained 1.7%
Government and Agency securities and 2.2% U.S.slirgaObligations as of
December 31, 200&xhibit 51

Select High Income Fund Glossies (MKHIX)

Respondent MAM misled investors by indicatihgttrisks and volatility were
minimized in the MKHIX portfolio when, in fact, MKEK was largely

composed of structured debt instruments. In thee B0, 2007 glossyExhibit

53, and previous quarterly glossies created by MAMspbndents marketed
MKHIX’'s broad diversification of asset classes #hitanes on the first page of
each of the glossies. The statements were unggaukse approximately two-
thirds (2/3) of the MKHIX portfolio was composed dftructured debt

instruments.Exhibit 45 page 8.
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Furthermore, the glossies emphasized MKHIX's asset value as being less
volatile than typical high-yield funds. The clawas misleading because it does
not explain that the primary reason for lower wtitgtis that the structured debt
instruments within MKHIX were not actively tradeddawere not regularly fair-
valued each day, thereby creating an illusion stiadle net asset value (“NAV”)
history.

The Four Closed-End Fund Glossies

Like the open-end Select High Income Fund,fole closed-end fund€xhibit

54, Exhibit 55 Exhibit 56 andExhibit 57, also advertised diversification among

asset classes when, in fact, approximately twal$h{2/3) of each closed-end

fund was composed of structured debt instrumeisibit 45 page 8.

Misled Investors and the Sales Force About the True

Condition of the Funds During Their Collapse, Even

Suqggesting to Hold Funds or Buy More

MKC, through its sales force, discouragecestors from selling the Funds when
fund prices collapsed, by advising investors toldhbie course”. MKC advised
investors to continue to buy the Funds throughestanhts characterizing the
collapse as “a buying opportunity.” The followimgcerpts are from customer
statements characterizing advice received from MKsales force:

It is going to come back. . . | own these funds ahd not

selling. The fund will come back and then they wilbt let

you back in. Exhibit 58

| have been advised to instruct clients that thenéuwould
return back to recover lossegExhibit 59

These funds are well managed by our company. . .
The fund is low so you can't sell nowexhibit 60
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By conference call with Manager James Kelsoe, | kav
been given repeated assurances that the fund ig saill
continue to pay the same dividend yield, and wuitrt
around. Exhibit 61

| just met with MK Executives. Hold the fundg&xhibit
62

We expect the funds to turn around . . . You haudo'st
until you sell Exhibit 63

Hold the funds. . . . Kelso assures the funds aafes
Exhibit 64

In e-mails between an investor and Courtney Nasrecidr of Marketing for
MAM, Nash blamed Bear Stearns for the Funds’ dropalue. Nash redirected
the investor’s attention to the dividends paid tigy fund. Exhibit 65

Nash also encouraged broker-dealer agehisidahe course.Exhibit 66

In an e-mail inquiry from Todd Tindall to Nashindall asked, “Where is the
bottom of this pricing” Nash responded: “. . . Hink this is a buying
opportunity”.

Exhibit 67.

On August 1, 2007, MAM’s President, Brian Suh, sent an e-mail (excerpt
below) to MAM personnel reminding them that the #&sinthree (3) and five (5)

year returns were still ahead of average despdie timgoing collapse in value:

As you cannot help but notice the high yield funarket has come under
considerable pressure. Problems started in surepgecurities and has
distributed to a lesser extent to all of high yielthe slump in housing
makes the sub-prime problems logical but why walld¢orporate bonds
suffer? Why would spreads widen on a Texas eteatifity? If housing
slows do we buy a lot less electricity?

In Trust we have substantial exposure to theadRNIK Intermediate Fund
and it is included in our model portfolios (10%anfr bonds). Our overall
exposure is much less to the RMK High Income FuBdth of these funds own
high yield securities.

Any time you have performance which is either vgowpd or very bad it is
an opportunity to talk to your client about riskdaeward. As part of a
diversified portfolio, risk can be taken in measlianounts to the benefit



of the overall portfolio. | have attached two Mimgstar pages that |
find useful in keeping current events in perspectiThese funds have
ranked at the very top of their categories andsérg bottom. This may
be appropriate for your clients and it may notlkTa them.

Jim Kelsoe and his team are very knowledgeablesapdrienced in high
yield investing. The market they operate in is begr, not functioning
properly. In my opinion, investors were pricin@$le securities assuming
a perfect scenario at the beginning of 2007. Nuway fare pricing in
disaster. The truth is likely somewhere in-between

Intermediate Fund <<<<---Click

Notice that although the fund is down andarmgkrforming, the
returns most of our clients have experience ovetdkt three and five
years are still ahead of average. Also note tiayéear to date loss is
3.7%.

High Income Fund <<<<<<--- Click
The loss year to date is more substantia haet maybe less than you might think from reading
the papers.

Exhibit 68

83.  Through statements by its officers to its sébese and investors, MKC indicated
it stood behind the Funds and would support them:

...It's by no means the end of the world...Kelsoe funds
both closed-end and open-end, account for less 25a0f
the total of our customer assets.....We will getuglothis.
We will come out of this and | think we will conignto
provide our customers with the kind of service,kimel of
products, and most of all the attention of our Fiat
allows them to have confidence in us and our adlit
....We all have the funds in our own accounts and our
managed accounts and we have confidence in Jime If
didn’t have confidence in Jim, we wouldn’'t have moim
those accounts. ..... The company is committdueset
funds. We’ve supported the funds through thisoplerrthen
liquidity has been tough. We have done as ggot) as
anybody in the industry has ..... You couldn’t fifltheder
working bunch of individuals, and a more consciauni
bunch of individuals than the people you do haveking
to solve these problems. So, | would ask you g ra
there.Again, | think Jim’s done about all he can do
through this period, and, you know, he’s done & way
that really exemplifies, you know, our commitmerdding
the right thing for our customers.

Comments of Doug Edwards, November 15, 2B@HRibit
70.

| own all these funds myself personally. And | Haweily
members that do, and | certainly have clients filerest of



you that do. ..... today | would tell you that thelgems in
the credit markets are terrible, but we do have soeal
value there and it looks to me like we should drgee this
through ..... It will correct itself at some pointthink
we're closer to a bottom certainly than we’ve béza top.
..... There are better times after there are bad tjrakgays.
Comments of Allen Morgan, November 15, 2@Xhibit
70.

84. In an August 2007 e-mail from Doug Edwardgsktent of MKC, to all Morgan
Keegan associates, MKC announced that an affii@® supporting MKHIX by
purchasing share€xhibit 71

85. RFC, through its subsidiary Morgan PropertidsC, provided support to the
open-end Select High Income Fund. Between Augug0®7 and August 13,
2007, Morgan Properties, LLC purchased 7,648,948eshof the Select High
Income Fund. However, on or about September 287 2Morgan Properties,
LLC sold 3,361,344 of those shares without noticeMKC'’s sales force or
investors. The sale contributed to a reductiotigefidity and more pressure on
the fund’s NAV. Exhibit 72

86. Kelsoe also failed to make important disclosuie the sales force during the
collapse of the Funds. In conference calls withghles force, Kelsoe cited sub-
prime fears and liquidity as the primary factorstfte Funds’ collapse rather than

explain to the sales force that the Funds wereelgrgomposed of the lower

tranches of structured debt instrumenixhibits 73A 73B, 73C, 73D, 73E, 73F,

E. RESPONDENTS FAILED TO FULFILL THEIR DUE DILIGENCE
RESPONSIBILITIES THEREBY CAUSING INVESTORS AND THE SALES

FORCE TO MAKE UNINFORMED INVESTMENT DECISIONS.
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In MKC’s marketing materials, MKC touted théaxceptional due diligence.”

On the Morgan Keegan website, MKC made the follgndtaim:

Mutual Fund Research Sets Morgan Keegan Apart

Your Morgan Keegan financial adviser has just me@nded that
you add a certain mutual fund to your portfoliosteengthen your
assets and increase the diversity and stabiligypaf holdings. But
how do you know that the mutual fund your advisooffering is
best for you? The answermMorgan Keegan’'s exceptional due
diligence. At Morgan Keegan, mutual funds are subject to one
of the most detailed, thorough and exhaustive dueildience
processes in_the industry. It is just another example of how
Morgan Keegan puts the interest of our clients teefverything
else. . . We go beyond the past performance reqmalvided by
the services like Morningstar.

Exhibit 74 (emphasis added).

WMS - Due Diligence Division of MKC

The WMS Due Diligence Policyexhibit 75 approved by MKC for use with

investors and potential investors, provides thecgse for due diligence.

Included in the process are nine or more “touctgsWMS per year to include

an annual on-site visit to the fund manager (Kelsoel company (MAM).

WMS did not complete a thorough annual on-sitéere of MAM and Kelsoe in

2007. Kim Escue, a fixed income analyst for WM8erapted to perform an
annual on-site due diligence review of MAM and Kelsn the summer of 2007,
but was thwarted due to MAM’s uncooperativenessbsgquently, WMS failed
to notify the MKC sales force or the MKC compliandepartment of MAM’s

refusal to cooperate with the annual on-site dligegice review. An incomplete
report was submitted by Escue but never releasBdcue’s frustration with
MAM'’s obstruction was demonstrated by her e-maiisJaly 23, 2007Exhibit

76, and again on July 31, 20@&xhibit 77.
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On July 31, 2007, WMS dropped coverage ofpatiprietary products, which
included the very funds for which Escue could naidpice a thorough report.
Exhibit 78
WMS had a due diligence responsibility to reportMKC’s sales force on its
analysis of the Funds and their management. WN&ifan its responsibility by
not reporting MAM’s obstruction of the 2007 dueigiince review.
Based on Escue’s one (1) page, one (1) paragrgoint ref the August 18, 2006
on-site due diligence review, the due diligencetviby the WMS fixed income
analyst were cursory as opposed to “detailed, thgitp and exhaustive” as
advertised by MKC. Escue’s report does not addilessisks associated with
the holdings, questions concerning the classificati of the holdings, or
guestions concerning the benchmarkshibit 79
Six (6) weeks after Escue’s 2006 on-site visit, Wpt®duced a profile dated
September 30, 200@&xhibit 80 describing the holdings (“issues”) within the
Regions Morgan Keegan Intermediate Bond Fund (MKIBXrtfolio. An
excerpt from the Investment Philosophy sectiorhaf Profile stated in pertinent
part:

Issues included in the portfolio are generally tierior

tranches in structured deals. They trade at ladggEounts due

to a lack of demand and liquidity.
Escue’s 2006 on-site report failed to identify ascdss the inferior issues
contained within the MKIBX portfolio.
The language from the Investment Philosophy sedtmm the profile was short-

lived and not seen again in subsequent profilesMdiBX.
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There were contradictions and misstatements imptbéles produced by WMS.
There are two (2) WMS profiles of MKIBX dated Septger 30, 2006. The
sections titled “investment philosophy” in the pl®theets differ critically.

The first WMS profile for MKIBX, based on the infoation for the quarter
ending September 30, 2006, is titled “Taxable Fikedme”. Exhibit 81

The first profile, much like previous quarterly fites, does not reference any of
the holdings as “inferior tranches,” nor does itnth@n potential lack of demand
and lack of liquidity. Further, it includes an acarate statement that “The fund
does not use derivatives or leverage.” MKIBX didntain derivatives; for
example, the Webster CDO was one-third (1/3) cast @&vo-thirds (2/3)
synthetic derivative and Tranche D of Tahoma CD® 2@06-1A and Tranche D
of Tahoma CDO Ltd 2007-2A were both synthetic datixes.

Escue’s 2007 due diligence report stated MKIBX doss derivatives.Exhibit

46. MKC never released Escue’s 2007 due diligengerte

The second profile, dated September 30, 2006, ddb®IKIBX as “Enhanced
Low Correlation Fixed Income.” It contains the exat in paragraph 93 above.
Exhibit 80

The second profile inaccurately states that “Thedfdoes not use derivatives or
leverage”.

All WMS profiles after September 30, 2006 for MKIBf&ail to mention any
inferior tranches or the lack of demand and lackiapfidity. MKC'’s failure to
include the language related to inferior tranches lack of demand and lack of
liquidity in subsequent profiles it prepared denmtoates that MKC withheld

material information from its sales force and uldiely from investors.
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WMS'’s changing of the MKIBX profile label indicatezither WMS'’s inability or
unwillingness to accurately categorize the FundithiW one (1) quarter, WMS
identified the MKIBX three (3) different ways:

September 30, 2006 - Taxable Fixed Income
September 30, 2006 - Enhanced Low CorrelationsdFimeome
December 31, 2006 - Intermediate Gov't/Corp Bond

MKIBX profiles dated December 31, 2006 and theeyafabeled the Fund as
“Gov't/Corp Bond.” Exhibit 82

The “Gov't/Corp Bond” label was misleading becautsanplied that MKIBX
holdings were predominately government and corpdoands carrying a certain
degree of safety. The characterization was ariaibf the due diligence duty of
MKC.

In addition, all profiles for MKIBX from March 312006 through June 30, 2007
state that Kelsoe is joined by Rip Mecherle (“Met#ig as assistant portfolio
manager. Exhibit 83 Mecherle left MAM in 2004. The failure to detdbe
errors in promotional materials relating to managendoes not reflect “detailed,
thorough, and exhaustive due diligence.”

The profiles and glossies prepared by the diffeRedions Financial Corporation
subsidiaries and operating units contradicted eatiter. Specifically, the
materials prepared by MKC’s due diligence divisioWMS, contradicted
materials prepared by MAM.

WMS published profiles of the open-end funds eaclrtgr. Those profiles
coincided with the publication of MAM’s quarterlyagsies. Examination of the
two publications side-by-side revealed several atgrediscrepancies between the

different publications. As shown in the exampldole comparing the MAM
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MKHIX “Glossy” (Exhibit 84 and the WMS MKHIX “Profile” Exhibit 85
both dated June 30, 2007, the two publicationsamntonflicts regarding the
credit ratings of the holdings within the Fund, adépancies as to the Fund’s

performance, and fail to agree on the Fund’s dbteception.

CREDIT QUALITY

MAM Glossy Credit Quality WMS Profile
4.61% AAA 7%
0% AA 1%
2.14% A 0%
12.5% BBB
23.49% BB 24%
15.67% B [ 3i%
41.58% Below B [ 9%
PERFORNCE
MAM Glossy A-Shares (Max load) WMSoRle
8.04% 3 years 7.13%
10.15% 5 years 9.59%

Similar discrepancies are found comparing the MAbkgy for MKIBX on June

30, 2007 Exhibit 86 and the WMS profile for MKIBX on June 30, 20@hibit

S

MKC'’s Due Diligence for the Funds Failed to Provide

Meaningful and Open Disclosures Relating to CertairKnown

Material Deficiencies with the Funds

By failing to disclose material information and bynaking material
misrepresentations, MKC contributed significantty investor losses. MKC,

through WMS, made sporadic attempts to provide megém disclosures to the
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sales force and the investor. However, WMS’ knalgke about the composition
and risk of the Funds was closely held.

WMS'’ treatment of the Funds was not consistent vigthreatment of other funds,
even other RMK proprietary funds. For exampleewhVMS dropped coverage
of other funds, it announced the drop in coveraggommended their liquidation,
and offered replacement fund suggestioBghibit 88 WMS made no similar
announcement concerning the Funds at issue whendtiopped coverage of all
proprietary funds in July 2007.

As demonstrated in its September 30, 2006 MKIBXfifgpoExhibit 80 WMS
knew the true composition of MKIBX was largely infe tranches of structured
debt instruments. WMS chose not to continue twigeothis critical information
in subsequent profiles of either of the open-emaifu

On January 19, 2007, WMS announced it was reclasgiMKIBX on the Select
List from “Fixed Income” to “Non-Traditional Fixedncome.” Exhibit 89
Meanwhile, WMS profiles for MKIBX continued to labé the “Intermediate
Gov't/Corp Bond” implying an inaccurate level ovestment safety.

In the spring of 2007, a New York Times article abgub-prime debt was
published. Exhibit 90 About that same time, the closed-end bond fulndpped
abruptly. These events and the general publidigua sub-prime generated

increasing discussion within MKC about the FundBxhibit 91 Exhibit 92

Exhibit 93 andExhibit 94

Excerpts from an e-mail chain from Gary S. Stringér WMS shows the
dichotomy of WMS *“public” versus “private” due dience. (Complete email

attached agxhibit 95. In the email, Stringer enumerates the significand
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unique risks associated with the types of holdiwgkin the portfolio of MKIBX;
the inappropriateness of MKIBX as a core fixed meoholding in an investor’s
portfolio; and, the general lack of knowledge cf Sales force and investors as it

relates to risks associated with an investment KiBX.

From: Stringer Gary [Gary.Stringer@morgankeegan.com]
Sent: Tuesday, May 15, 2007 4:10 PM
To: Hennek, Roderick
Subject: Re: RMK Intermediate Bond Fund

Rod,

| did notice that you didn't cc anyone on your email, and | aperciate that.
We've always had good, candid conversation.

You have a good point in that we have some low correlation equity
strategies on the Traditional side. What worries me about this bond fund
is the tracking error and the potential risks associated with all that asset-
backed exposure. Mr & Mrs Jones don't expect that kind of risk from

their bond funds. The bond exposure is not supposed to be where
you take risks. I'd bet that most of the people who hold that fund
have no idea what's it's actually invested in. I'm just as sure that

most of our FAs have no idea what's in that fund ei __ ther. They think
the return are great because the PM is so smart. He definately is smatrt,
but it's the same as thinking your small cap manager is a hero because
he beat the S&P for the last 5 years.

If people are using RMK as their core, or only bond fund, | think it's
only a matter of time before we have some very unha __ ppy investors.

Exhibit 95(emphasis added).

Stringer's e-mails highlighted the core basis tus taction. Stringer conceded
that MKIBX was significantly different from a tradtnal bond fund and carried
far more risks. Stringer stated that he believedher the sales force nor the
investors were aware of the composition of MKIBX thie associated risks.
Meanwhile, WMS profiles for MKIBX continued to labé the “Intermediate
Gov't/Corp Bond.”

Despite Stringer’s (and WMS’) knowledge and positam MKIBX, WMS failed

to inform its sales force regarding the risks of K and its inappropriateness
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as a core bond holding prior to the collapse of filmed. This omission was
apparent in the MKIBX due diligence reports and BKIprofiles.

On July 30, 2007, WMS dropped coverage of the Funtgh included MKIBX,
which was the only one of the Funds WMS used wiitsn“Preferred Funds”
managed portfolios. The drop in coverage meant Wit8Id no longer issue
opinions about the Funds, nor would they field goes from the sales force
about the FundsExhibit 96

WMS did not notify the sales force of the decisiorlrop coverage.

WMS dropped coverage of MKIBX while it currently lHea five percent (5%)
position of MKIBX in WMS managed accounts. Stendailed to explain to a
WMS employee the decision to continue to hold %) position of MKIBX
from a due diligence perspective, despite WMS’ sleai to drop coverage of the
Funds. Exhibit 97. Further, Stringer told the WMS employee thatsHehaking
too much out of it”, relating to WMS’ duty to perfa due diligence on all
securities, in this case MKIBX, in which WMS heladgttions in the managed
accounts.Exhibit 98

Within one week after dropping coverage, WMS hadlenplans and was on the
verge of liquidating the Intermediate Bond Fundniraall of its managed
portfolios by August 7, 2007.Exhibit 99 Stringer postponed the transactions
until August 18", 2007, at which time WMS liquidated 1,304,202 skaof the
Intermediate Bond Fund from its managed accouriighibit 100 The MKC
sales force was not notified before or after thesmesactionsExhibit 101

WMS’ failure to notify the MKC sales force aghg to WMS’ drop of coverage

and subsequent liquidation of the Intermediate Beadd from WMS’ managed
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MAM
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accounts created an unfair advantage for thosatslim the WMS managed
account programs.

MKC showed preferential treatment of the WM&niaged account investors by
liquidating their holdings in the Intermediate BoRdnd and never notifying the
rest of the retail sales force. On August 16, 20@@rgan Keegan Properties,
LLC infused thirty million ($30,000,000.00) dollaisto the Intermediate Bond
Fund by purchasing approximately four (4) milliohases of the Intermediate
Bond Fund. The effect of this “trading ahead” camel with the MKC infusion
of cash from MK Properties, LLC’s purchase of Inmtediate Bond Fund shares,
is that the investors in the WMS managed accouatsnpally received higher
proceeds from liquidations than the ordinary retailstomers received in
subsequent liquidations of their holdings in theetmediate Bond Fund.
Open-end mutual fund redemptions require theidation of actual holdings
within the mutual fund itself to the extent thatleenptions exceed cash assets. It
has already been shown that the Intermediate Bamtl Feontained a large
amount of structured debt instruments — holdings Had limited marketability.
By liquidating the WMS managed accounts first, th@xcount holders could
potentially benefit from the sale of the more méaakée fund holdings, while
subsequent investor liquidations would be funded thg sale of the less

marketable and potentially less valuable holdings.

MAM’s Fund Management fundamental and qualitatieseearch was touted in

marketing and research materi&xhibit 102andExhibit 103
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whom MAM had purchased the holdings.

104E 104F 104G 104H 104l, and 1044

Prior to purchasing holdings for the Funds, MlAnd Kelsoe did not properly
investigate and evaluate the holdings. Al Landeas a MAM employee and a
portfolio analyst to Kelsoe regarding Fund managegm@®n numerous occasions

Landers requested information about certain funttihgs from dealers from

long after MAM had purchased the holdingxhibits 104A 104B, 104C 104D,

Many timeanders was inquiring

emails are below.

Feb 23, 2007. | think we bought NORMA 07-1A E fromu
guys...can you tell me what kind of CDO it is (CLOMBS,
Trust, Pfd, CRE, etc)? Also, if you have any deaosl/or mktg
materials for it please pass those along.

Feb 23, 2007. Can you tell me what kind of CDQ/&ilEIms is
(RMBS, CLO, Trust, Pfd, CRE, etc)?

Feb 26, 2007. Is GSAM2 2A backed mostly by corpbbynds?
It's not a CLO is it? Also, what type of CDO ishaus CDO 111?

Apr 24, 2007. ...am | correct in thinking that Cemda VIl is a
CLO? If not, please let me know what it is.

REPLY: IT'S A HYBRID CLO/CDO. MOSTLY USCREDITS,
SOME EURO.

Reply: When you say it's a hybrid, do you mean thahas
exposure to other assets besides corp credits®, Mvhat other
kind of assets and how much is corp credits vserotissets? If
you have a mktg book for this | imagine that woattler those
guestions...

May 1, 2007. ...do you have a marketing book or gbing
along those lines for the Squared CDO (SQRD) weghbu
recently? ...l want it mainly to determine what typeCDO it
is...

May 29, 2007. ..can you send along any deal doadoa
marketing materials for MAC Capital, including sdimag that
would tell me what kind of deal it is?

Excerpts from some of Landers’
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June 26, 2007. It looks like we bought BroderidR@from you

guys back in March. Do you have a mktg book fat thnd/or
any of the offering docs. I'm trying to get a hsmdn how much
subprime exposure we have in our CDO’s (we're ggtasked a
lot of questions by shareholders, as you can pighadagine), so
I’'m hoping those docs might clue me in to how mighn this

deal.

July 2, 2007. We bought Aladdin 2006-3A (cusip GBBAAD)

from you last July/August. If you have any of theginal deal

docs on this such as Offering Circular/Memorandplaase send
them along when you get a chance.

From these e-mails and others, it is evideat MAM failed to perform due
diligence as it pertained to researching prospegiiwchases for the Funds. As a
result, MAM did not know the type/category of soofehe securities purchased,
their ratings, or the subprime exposure associatgkd them until after their
acquisition by the Funds. Without this informatiaccurate portrayal of the
Funds to investors was impossible.
Michele F. Wood, an MKC employee who alsovegras Chief Compliance
Officer for MAM during all times relevant to thisraer, failed in her oversight
responsibilities. As evidenced by her testimonytle arbitration filed by
Kraemer L. Diehl against MKC (FINRA Case No. 08-0)6Wood performed
only cursory reviews of marketing materials proalibg MAM. Exhibit 107
During the arbitration, Wood was asked about hierirothe preparation of sales
glossies:

Q. Who writes them?

A. Well, keep in mind, when | came on board in iRmf

2006, those materials had been used previously haad been,

according to my predecessor, submitted to NASD, RdNRA,

for approval. So when you say write, it's not likkeey are

rewritten every quarter. The materials are theesaom quarter to
guarter with only the performance information ahd,tyou know,
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some of the other information like the pie chamsl ahe credit
distributions, that sort of thing changes, but #arding did not
change from quarter to quarter. ...

Q. Was there somebody - - and it may have beanlya not

sure - - at Morgan Keegan who needed to review apputove
these materials before they were given to eithergslo Keegan
brokers or Morgan Keegan clients?

A. Yes.

Q. And who was that person?

A. | reviewed them before the materials weretpdn

Q. And when you performed your review, what ishit you

were looking for?
A. | was looking for, as | mentioned beforéhatt the
substantive wording in the materials had not béemged. | was
looking generally to make sure that the numbersagga to make
sense. And when | say that, I'm not saying thsatl there with a
calculator and actually computed whether the numbeere
correct, but just that from a general standpoiset tthings - - you
know, percentages matched. For instance, if tieegepie chart,
that the numbers came to a hundred percent, tointdst sort.
Wood denied having knowledge of the sourcéhefnumbers used in the pie
charts found in the glossies prepared by MAM foe by MKC'’s sales force.
She further denied attempting to correlate the remon the pie charts or bar
graphs with SEC filings.
Wood did not use, nor was she aware of, atliernally produced analyses of
the Funds. Specifically, Wood was unaware ofHdS quarterly fund profile
analyses posted on “WealthWeb,” MKC’s internal wtlhsuntil D’'Shay
Brown’s e-mail to her of July 30, 200Exhibit 108

Had Wood followed up and investigated the Wp8files once she had been

made aware of their existence, she would have w@stesome of the
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misrepresentations. At minimum, she would havensd®t Rip Mecherle
continued to be shown as portfolio manager andstasi Portfolio Manager on
the WMS MKIBX Fund Profiles for three years after Wwas no longer employed
by MAM.

WMS was charged with performance of annuasitereviews of the Funds and
Fund management (MAM and Kelsoe). MAM and Kelsaiéetl to cooperate
with the 2007 on-site due diligence review condddig MKC through WMS. E-
mails to Chet Pinkernell, Manager of the due dilicee group of WMS, from Kim
Escue, Vice-President with MKC and due diligencalgst, document MAM and

Kelsoe’s failure to fully cooperate in the facititan of on-site review.

From: Escue Kim [mailto:Kim.Escue@morgankeegan.com]
Sent: Monday, July 23, 2007 12:04 PM

To: Pinckernell, Chet

Subject: Due Diligence

Chet,

| started my attempts to get a meeting with Jim Kelsoe. | was told originally that
he might be able to see me on 6/6/2007. | wanted to do our annual onsite early
this year due to all volatility surrounding the subprime fallout. | had talked to Jim
on the phone several times during the quarter and was given attribution and told
that the funds had lowered exposure to subprime. | also talked to Jim several
times during the quarter about the defaults in the portfolio. | was told that the
Intermediate fund had experienced no defaults and the High Yield product had
experienced no more defaults than what would be expected given its investment
strategy and high yld style. When conditions began to worsen, | called the office
and talked to Jim on Monday 6/4/2007. He told me that he could probably see
me the afternoon of 6/6/2007. | explained to him that | wanted to come sit with
him while he worked to get a better idea of what he was doing. He then said he
would have to check on this and call me back. | did not hear anything back _ so
| sent Al Landers the email on 6/6/2007. Al said he could only talk to me by
phone on Thursday or give me an onsite the following week., | needed an onsite
visit especially with all the turmoil surrounding the fund. | requested an onsite
by replying to Al by email on 6/6/2007. | never heard back . During the week of
June 11, 2007 | continued to call and request a meeting . Each time the
someone would answer and supposedly leave a message for someone to call
me back. No one would return my calls . The next week | called and got
Jennifer Brown and asked her if she could let someone know that | needed my
onsite meeting so that | could put out a research report and recommendation for
the field especially in light of all the questions coming into their department and
ours. |told her that if | could not get my onsite mee __ting that | would need to
go ahead and put out a report based on my conference calls over the past
quarter with Jim and would have to indicate that they would not see me. |did
not want to do this , but the matter was urgent. Jim called me back within an
hour. I told him that | was just trying to schedule the onsite we discussed the first
week of June and that | was going to come out early this year because of the




issues. | again told him that | would like to sit with him a while and watch his
investment process while he was working and then meet with David Tanehill to
go over how he had improved the corporate credit research process and get a
feel for how he looks at corporates versus how rip looked at them. Jim then told
me that the only time they could see me was late afternoon on July 3, 2007.
While | knew that the bond market would be closing early that day and | would
not get the opportunity to see them in action, | accepted the meeting because |
was afraid that by declining | would be delayed even more. That day on June
20th | sent Jennifer Brown a list of items that go into our new report template and
our normal pre meeting questionnaire. Courtney was out of the office getting
married and | felt bad putting Jennifer so much to worry about why she was trying
to cover. | sent her this long list of stuff and then at the end attempted to make
light of a stressful situation with a joke that was apparently taken the wrong way.
|l immediately sent everyone ---including Jim an apology and explanation for my
joke so they would understand | was just trying to be funny after being such a
pest. Courtney was out so | told her to please not worry about my stuff until she
returned on July 2nd and that | would not start writing the report until after the
meeting. | received the bios that | requested for some ofth e other team
members but they were not updated as requested . Spencer Hope and | met
with Jim and David on July 3rd. For the first hour of our meeting we sat in Jim's
office while he held a conference call with consulting services group. A lot of the
same information that we would cover was covered on the call so it was not a
problem and they did give us our full 2 hours. We talked to Jim about his
process of looking at bonds and what set him apart. We read to him the past
description of his investment process to see if he could expand on anything or if it
did not provide an accurate description of his research method. He said it was
fine and then we talked about why it was special and what he did different from
other managers. Then we discussed how they work together as a team and then
talked to Tannehill about his corporate credit research process to see if there
were changes. We went over a new team members role. When we returned we
sent Thank you emails to the team. We never received any of _our information
requests back outside of the old bios. |then star _ted my reports without
them. | tried to find information but it was outda ted and the prospectus

was not exactly clear on some items. | tried to cal | again about the
information and left a message about the recommenda ___tion on the high
income fund to give them a heads up. They did not call back , however,
Casey King came to my desk and was apparently called to come ask me for my
report and to let me know that they "the team" did not have time to help me write
my report. | told Casey that they do not help me write my report, but that we
have information that is in our new report templates that are generally confirmed
and verified by the manager. | sent the reports to Jim, David, and Courtney. |
then talked to Courtney several times on the phone and was sent some cash flow
information for the funds. She said that she had some items to go over
regarding the reports, but then never called me bac Kk or sent our

information spreadsheets back. | then adjusted the reports to reflect not
available for any info that we did not seem to have for the current portfolio, or
items where the prospectus was not clear. | then emailed David Tannehill to ask
about a pricing indicator he uses and to get some clarity. He called me and went
over this. The reports were completed and ready for release to the field the
following week as | got tired of waiting for the spreadsheets and being delayed
further. The items that | was unsure of were labled not available and | did the
best | could with the info | had to do team turnover information and trends.

Kim Escue, CFA

Vice President

Morgan Keegan & Co.

50 North Front Street

Memphis, TN 38103
901-579-4907
kim.escue@morgankeegan.com

Exhibit 109(emphasis added).
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About a week later, Escue forwarded Pinkethelfollowing e-mail:

From: Escue Kim [Kim.Escue@morgankeegan.com]
Sent: Tuesday, July 31, 2007 5:11 AM

To: Pinckernell, Chet

Subject: FW: Intermediate Bond Report

| assume they finally called me back because they know we have
dropped coverage of proprietary products and that we will no longer
need the info | have requested or comments from them. They have let
me sit for nearly 3 weeks with no comments, feedback, or information
that | have requested.

| called her back and she said that she just heard right after she sent the
email. They were in no way going to continue providing us with
information or allow us to do our due diligence. This was their way of
trying to look like they were after the fact. She would not even stay on
the phone with me for more than about 3 seconds. | told her that | was
going to be calling today to let them know about Wealth Management
dropping coverage of all proprietary products and she immediately said "I
know, | just heard after | sent the email”, | started to talk and she just let
me go immediately. | have been stalled and put off since the get go on
this and it is definitely in our best interest to drop coverage if we cannot
do our regular due diligence.

Kim Escue, CFA

Vice President

Morgan Keegan & Co.

50 North Front Street

Memphis, TN 38103
901-579-4907
kim.escue@morgankeegan.com

Exhibit 110Q

The interference by MAM with Escue’s attemptlee diligence exam resulted
in critical information being withheld from the sal force, and ultimately the

investors. Exhibit 111andExhibit 112

As a consequence of MAM’s refusal to coopevatd the WMS annual due
diligence review, Kim Escue’s 2007 due diligencpont for the two open-end
funds,Exhibit 113 could not be adequately completed, and there isudence

that Escue’s report was released to the MKC salee f



RESPONDENTS RECOMMENDED THE PURCHASE, SALE, OR EXCHANGE

OF SECURITIES WITHOUT REASONABLE GROUNDS TO BELIEVE THAT

SUCH TRANSACTIONS OR RECOMMENDATIONS WERE SUITABLE FOR

THE CUSTOMER BASED UPON REASONABLE INQUIRY CONCERNI NG

THE CUSTOMER’S NEEDS, AND ANY OTHER RELEVANT INFORM ATION

KNOWN BY THE BROKER-DEALER.

135.

136.

137.

MKC Failed to Obtain and Consider Adequate Suitabiity

Information from Investors

MKC and its sales force failed to obtain adggusuitability information,
specifically, information regarding risk tolerand¢em regular brokerage account
customers necessary to determine suitability fanguthe Funds. New account
forms for regular brokerage accounts provided a umeh four investment
objectives to choose from: Preservation of Capi@&ipwth, Income, and Tax-
Advantaged; however, risk tolerance was not addceby the form.Exhibit 114
andExhibit 115

Supervisory or compliance personnel had no waydistinguishing which
customers might be high-risk junk bond investorssug conservative low-risk
bond investors by reviewing the new account formscontrast, MKC required
detailed risk tolerance information from those stees in WMS managed
accounts.Exhibit 116

MKC Used the Funds Without Regard for Concentrationin

Customer Accounts

While the models for WMS managed accounts limitezluse of the Intermediate

Bond Fund to certain percentages, usually no ntae fifteen percent (15%) of
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any client’s portfolio Exhibit 117 many of the MKC sales force did not. In fact,

customer accounts frequently contained in excessweity percent (20%)
concentration of the Intermediate Bond FénBxhibit 118

Concentrations above twenty percent (20%) indita¢euse of the Intermediate
Bond Fund as more of a “core fixed income holdimy*the portfolios than a
“supplemental alternative fixed income holding”.M8, the due diligence arm of
MKC, advised that MKIBX was not recommended as r@ dmnd fund holding in
January 2007, six months before the collapse ofuthe. Exhibit 119
Loss-calculation data provided by MKExhibit 118 show that older customers
were more likely to have concentrations greaten tiagenty percent (20%) of the
Intermediate Bond Fund. This indicates that therinediate Bond Fund was
used as a traditional bond fund for older, gengralbre conservative investors.

MKC Created Over-Concentration by Using Multiple Bond

Funds

Notwithstanding inappropriate concentrations of MKX| many customers were
sold combinations of MKHIX and/or the closed-enahési in addition to MKIBX.
Because of the similarity of holdings and correlatbetween all the Funds as
shown in paragraphs 16(c) and (e), investing intigial funds magnified the
customer’s exposure to the risks of structured aedttuments.

In the letter below from an MKC agent to a prospectlient’s granddaughter,
the agent recommends splitting her investment EtwdKIBX and MKHIX.
The letter was approved by a supervisor as denaiedtby the initials in the

upper right-hand cornerexhibit 121

2 Concentration figures provided by Morgan Keegath@ompany, Inc. include margin balances.
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MKC brokers and branch managers interviedsdng the investigation stated
that they received no guidance as to appropriateerdrations of the Funds to
use within customers’ regular brokerage accoumtsthe thousands of MKC e-
mails reviewed, no guidance was found regardingeotmation of the Funds in
customer accounts. Contrast this lack of guidancthe WMS announcement
below on August 24, 2007, about the Osterweis Fuich was the replacement
for the quietly liquidated MKIBX. Clearly, WMS &ssed using no more than a
5% initial concentration as highlightediold by WMSin the excerpt below
Osterweis Strategic Income (OSTIX)

The TIG is recommending the fund be added to the Non-
Traditional fixed income list and be used in no more than a 5%
allocation initially.

Exhibit 122

MKC Targeted Regions Bank Depository Customers with

Maturing Certificates of Deposits or other Depositoy Assets

RFC purchased MKC with the intent of convertiRegions Bank customers to
MKC customers. RFC sought to increase fee-basgfitpby cross-selling MKC
fee-based products to bank customers. More moaeld ®e made on broker-
dealer fees than on the interest spread on intbesstng depositsExhibit 123

It is also clear, from several interviewshwvNIKC’s agents, that agents were
assigned to bank branches, and that those agenslyamarketed MKC products
to bank customers in those branchEghibit 124 These interviews also reveal a
planned referral program designed to funnel barskorners to MKC agents.

As noted in the interviews, bank customers thateweferred to MKC agents
were often referred for the purpose of obtainingtdveinterest or income than

could be obtained from CDs or other bank produdisese bank customers were
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generally offered MKIBX as an alternative to CDséase MKIBX provided a
higher yield with perceived principal stability. olWever, because the Funds,
including MKIBX, were largely comprised of lower sordinated tranches of
structured debt instruments, they presented anmesus risk relative to traditional
bank products. Respondents had a duty to exgha@misks of the Funds to their
customers. Respondents also had the duty to wsddhds in portions or
allocations consistent with those risks.

Attached asExhibit 125is a letter from an agent of MKC to a prospective
customer who had a Seventy Thousand Dollar ($70,0@@uring CD. The letter
was approved by a supervisor. In the letter, tpenarecommends placing the
entire Seventy Thousand Dollars ($70,000) intolthermediate Bond Fund. At
the same time, the agent failed to sufficiently andurately describe the holdings
of the fund, minimized the risk, and attempteddmpare the performance of the
fund to a CD without also disclosing the additionsk factors.

Another agent of MKC provided a customer with d-sehde chart assuming the
hypothetical growth of One Hundred Thousand Dol{&H800,000) over five (5)
years, and comparing the rate of return on CD$i¢oréturn on the Intermediate

Bond Fund. Exhibit 126 andExhibit 127 The chart (shown below) failed to

address any risks of investing in the fund, saeectption “Not FDIC Insured.”
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G. RESPONDENTS ENGAGED IN UNETHICAL SALES PRACTICES
149. The MKC agent referred to in the precedingagaaph created a sales illustration
in which he compared MKIBX to traditional bank CDsIhe agent used the
illustration in order to market MKIBX to bank custers. The agent stated that
he created the illustration and that the illustrativas not reviewed or approved

by appropriate supervisory personnel of MKEXxhibit 126andExhibit 127 The

chart (shown above) fails to address any riskseésting in MKIBX, save the
caption “Not FDIC Insured”.

150. MAM encouraged the use of the IntermediatadBBund by including the fund
in many of the Trust Mutual Fund Portfolio ModeExhibit 128 (slide 9) and
conducted a sales contest whereby the top produeeeseligible for a trip to St.

Thomas. Exhibit 129

H. RESPONDENTS FAILED TO ESTABLISH AND IMPLEMENT
SUPERVISORY/COMPLIANCE PROCEDURES NECESSARY TO PREVENT
AND DETECT VIOLATIONS OF THE STATES’ SECURITIES ACT S.
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Respondents Failed to Adequately Review E-Mail and

Correspondence

An adequate review of Landers’ e-mails by MAuld have revealed a critical
lack of documentation relating to the underlyingeds of the Funds. It would
have raised concerns relating to fund managementerstanding of the details
of the holdings, as well as concerns relating te trerformance of fund

management’s due diligence responsibilities.

An adequate review of correspondence by MK@ylevhave detected misleading
comparisons of the Funds to CDs and potentiallyitaisle recommendations to

clients.Exhibit 121 andExhibit 125

Respondents Failed to Adequately Review Marketing terial

As noted in Michele Wood'’s testimony previqugrovided, the review of
marketing material was cursory. As evidenced ineamail between Michele
Wood and D’'Shay Brown, Wood, as Chief Compliancéoc@f for MAM, was
not aware of the WMS quarterly profiles published WealthWweb. MAM,
WMS, and MKC failed to adequately review sales mal® The discrepancies
between MAM'’s quarterly glossies and WMS’ quartepyofiles were not
reconciled, and Rip Mecherle was listed in marlgtmnaterials as an assistant
fund manager for several years after his depaftare MAM.

Proper compliance review of the holdings wittiie Fund portfolios would have
detected millions of dollars of holdings that hadeb misclassified. The
misclassification caused the creation of incorpgaispectuses, inaccurate SEC

filings, and misleading marketing material.
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MKC Failed to Address Over-Concentration in Custome

Accounts

As demonstrated in paragraphs 137-141, mastpmer accounts contained an
over-concentration of the Funds. Many customess alvned more than one of
the Funds which did not create diversification bostead, because of the
similarity of holdings and correlation between tRends, magnified their

exposure to the risks of structured debt instrusient

At no time did Respondents issue any compdiamatice to the field regarding
concentrations of the Funds in customer accounltss is consistent with broker

and branch manager interviews conducted duringnthesstigation.

MAM failed to Adequately Supervise Jim Kelsoe by Abwing

Him to Operate Outside the Organizational Chart
Carter Anthony, President of MAM from 2001 iunhe end of 2006, was

explicitly instructed by MKC President Doug Edwardsd former MKC

President Allen Morgan that Kelsoe, a person c¢jearbject to Anthony’'s
supervisory responsibility under MAM’s organizatabrstructure, was “to be left
alone,” effectively exempting Kelsoe from Anthony'supervision or the
supervisory authority of anyone else within MAM’sganizational structure.
Exhibit 130(page 17).

Anthony normally conducted performance revieafsall MAM mutual fund

managers which included reviews of their portfoleoxd trading. However, he
was prohibited from providing the same supervisggyiew and oversight to
Kelsoe and the Funds.

Because of the removal of Kelsoe and the Fdrala Anthony's oversight,

Anthony tried to discourage use of the Funds by MAWrsonnel and trust



160.

161.

162.

163.

164.

accounts managed by persons under Anthony’s dstgmrvision. Anthony was
discreet in his discouragement of the use of thedBdor fear of reprisals.

Kelsoe signed a new account form as branclagenwhen he, in fact, was never
a branch manager nor held any supervisory/com@idimenses Exhibit 131
Proper supervision of Kelsoe’s activities would éaletected such unauthorized
actions on his part.

MKC Failed to Adequately Train the Sales Force and

Supervisory Personnel Regarding the Funds

Brokers and managers interviewed during thesstigation stated that MKC
failed to provide adequate training regarding tisk and appropriate use of the
Funds.Exhibit 132 Following the collapse of the Funds, MKC failedprovide
adequate training and support to agents and managehow to handle issues
involving the failure of the Funds.

Almost every MKC agent interviewed stated thkyrelied on the Funds’ past
track record; 2) relied on the Morningstar “Staatings; and 3) relied on Kelsoe,
the Funds’ manager.

No agent or manager interviewed describedhaidings within any of the Funds
as lower tranches of structured debt instrumentsstanctured asset-backed
securities.

Respondents Knew, or With the Exercise of ReasonablCare,

Should Have Known, of the Wrongful Conduct, and

Participated, Directly or Indirectly, in the Wrongf ul Conduct.

Jim Kelsoe knew or should have known what sypé securities he was

purchasing for the Funds and the amounts of theserisies within the Funds.
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MKC through WMS knew or should have knowntipes of securities the Funds
contained and the risks to which those securitiegested investors.
Respondents should have monitored concentratfothe Funds in customer
accounts and failed to do so.
Respondents should have reviewed marketingeriast and SEC filings for
inconsistencies and misrepresentations concerhm&unds and failed to do so.
Respondents were given notice as to theis gabectice obligations in connection
with bonds and bond funds in the NASD (now FINRApri 2004 Notice to
Members 04-30Exhibit 133 A portion of the Notice is quoted below:
The purpose of this Notice, therefore, is to remiinchs of their
sales practice obligations in connection with boratel bond
funds. The obligations include:
» Understanding the terms, conditions, risks, awdards of bonds
and bond funds they sell (performing a reasonahtgshsuitability
analysis);
» Making certain that a particular bond or bond fusiGppropriate
for a particular customer before recommending ithtt customer
(performing a customer-specific suitability anadysi
» Providing a balanced disclosure of the risks, s;0ahd rewards
associated with a particular bond or bond fundeeisly when

selling to retail investors;

» Adequately training and supervising employees sdlbbonds and
bond funds; and

» Implementing adequate supervisory controls toaealsly ensure
compliance with NASD and SEC sales practice rulesonnection
with bonds and bond funds.

Despite having clear notice of their salegtira obligations in connection with

the Funds, Respondents failed to fulfill these gudtions.



[ll. CONCLUSIONS OF LAW

A. VIOLATIONS BY MORGAN KEEGAN AND COMPANY, INC.

1.

The Alabama Securities CommissioKentucky Department of Financial
Institutions, Mississippi Secretary of State’s ©fi and the South Carolina Office
of the Attorney General find that Respondent Morgaegan and Company, Inc.
engaged in fraudulent, dishonest, or unethicalriass practices in the securities

business under Code of Alabama 19858-6-17, KRS 292.320, Mississippi

Securities Act 875-71-501, and S.C. Code Ann. §8®1 and that the conduct

constitutes grounds to revoke their registratiodeurCode of Alabama 197§ 8-

6-3()(7), KRS 292.330(13)(aMississippi Securities Act 875-71-325Hnd S.C.
Code Ann. 835-1-412(d)(13). Such conduct is ewddrby:
a. Making material omissions and misrepresentatiormarketing materials;

b. Withholding information from and misrepresentinghformation
concerning the funds to the MKC sales force;

C. Providing preferential treatment to certain oustrs;

d. Making misleading comparisons between the Fuars Certificates of
Deposit;

e. Failing to obtain adequate suitability inforneatirom customers; and

f. Failing to make suitable recommendations cornogrnpurchase and

concentration of the funds in customer accounts;
The Alabama Securities CommissioKentucky Department of Financial
Institutions, Mississippi Secretary of State’s ©dfi and the South Carolina Office
of the Attorney General find that Respondent Morgaegan and Company, Inc.
failed to establish and implement supervisory/coamgle procedures necessary to
prevent and detect violations of the states’ séesriacts, and that the conduct

constitutes grounds to revoke their registratiodeurCode of Alabama 1978 8-




6-3())(10), KRS 292.330(13)(a), Mississippi SedastAct §75-71-321, and S.C.

Code Ann. 835-1-412(d)(9). Such conduct is eviddnuy:

a. Failing to adequately review correspondence;
b. Failing to adequately review marketing matsrial
C. Failing to adequately review and/or addressanrecentration;
d. Failing to adequately train the MKC sales force
e. Failing to supervise Kelsoe; and
f. Failing to perform adequate due diligence anfunds.
3. The Alabama Securities CommissioKentucky Department of Financial

Institutions, Mississippi Secretary of State’s ©&fi and the South Carolina Office
of the Attorney General find that the actions andduct of Respondent Morgan
Keegan and Company, Inc. named in this action ¢atedl a practice or course
of business which operated as a fraud or deceih upeestors in violation of

Code of Alabama 19758 8-6-17, KRS 292.320(1), Mississippi Securithest

§75-71-501, and S.C. Code Ann. 835-1-501.
B. VIOLATIONS BY MORGAN ASSET MANAGEMENT
1. The Alabama Securities CommissioKentucky Department of Financial
Institutions, Mississippi Secretary of State’s ©fi and the South Carolina Office
of the Attorney General find that Respondent Mordaset Management, Inc.
engaged in fraudulent, dishonest, or unethicalriass practices in the securities

business under Code of Alabama 19858-6-17, KRS 292.320, Mississippi

Securities Act §75-71-501, and S.C. Code Ann. 88®1, and that the conduct

constitutes grounds to revoke the their registratinder Code of Alabama 1975




8 8-6-3(j)(7), KRS 292.330(13)(aMississippi Securities Act §75-71-321and

S.C. Code Ann. 835-1-412(d)(13). Such conducvidenced by:

a. Making material omissions and misrepresentaiimnsgulatory filings;
b. Making material omissions and misrepresentatiomsarketing materials;
C. Withholding information from and misrepresentinghnformation

concerning the Funds to the MKC sales force; and
d. Obstructing the due diligence process.
The Alabama Securities CommissioKentucky Department of Financial
Institutions, Mississippi Secretary of State’s ©fi and the South Carolina Office
of the Attorney General find that Respondent Mordaset Management, Inc.
failed to establish and implement supervisory/coamgle procedures necessary to
prevent and detect violations of the states’ séesriacts, and that the conduct

constitutes grounds to revoke the their registratinder Code of Alabama 1975

§ 8-6-3(j)(10), KRS 292.330(13)(a), Mississippi Geties Act §75-71-321, and

S.C. Code Ann. 835-1-412(d)(9). Such conduct idenced by:

a. Abdicating supervisory responsibility of Kelsoe;
b. Failing to adequately review correspondence;

C. Failing to adequately review marketing matsriahd
d. Failing to perform adequate due diligence.

The Alabama Securities CommissioKentucky Department of Financial
Institutions, Mississippi Secretary of State’s ©#fi and the South Carolina Office
of the Attorney General find that the actions andduct of Respondent Morgan
Asset Management, Inc. named in this action carnstita practice or course of

business which operated as a fraud or deceit upgasiors in violation of Code



of Alabama 19758 8-6-17, KRS 292.320(1), Mississippi Securides 875-71-

501, and S.C. Code Ann. §35-1-501.
C. VIOLATIONS BY INDIVIDUAL PERSONS
1. The Alabama Securities Commissi&entucky Department of Financial
Institutions, and the South Carolina Office of &ktéorney General further find
that Respondents Kelsoe, Wood and Stringer engadeaudulent, dishonest, or

unethical business practices in the securitieslessiunder Code of Alabama

1975 8§ 8-6-17, KRS 292.320, and S.C. Code Ann. 83®1#&nd that the
conduct constitutes grounds to bar said individérals the securities industry in

the states of Alabama, Kentucky, and South Caraliwder Code of Alabama

1975 § 8-6-3(j)(7), KRS 292.330(13)(a), and S.C. CéAda. 835-1-412(d)(13).
a. James C. Kelsoe, Jr.

(). Made or caused to be made material omissiomsl a
misrepresentations in regulatory filings and markgetaterials;

(2). Made or caused to be made misrepresentatiegarding the
condition of the Funds during their collapse; and

(3). Obstructed the due diligence process.
b. Michelle F. Wood
(1). Failed to adequately perform her supervisesponsibilities;

(2. Made or caused to be made material omissiomsl a
misrepresentations in marketing materials.

C. Brian Sullivan

(1). Failed to adequately perform his supervisaggponsibilities as
President of MAM.

d. Gary S. Stringer

(1). Made or caused to be made material omissinds a
misrepresentations in marketing materials;



(2).  Withheld information from and misrepresentefibimation
concerning the funds to the MKC sales force; and

(3). Provided, or caused to be provided, prefeaétrgatment to
certain customers.

2. The Alabama Securities Commissikentucky Department of Financial
Institutions, and the South Carolina Office of &téorney General find that the
actions and conduct of the individuals named is #ation, along with the
conduct of other Respondents, together constittge@ctice or course of
business which operated as a fraud or deceit upasiors in violation of Code

of Alabama 19758 8-6-17, KRS 292.320(1), and S.C. Code Ann. 31.

V. NOTICE OF INTENDED ACTION

Respondents are ordered to show cause why thatreggns should not be revoked in the
states of Alabama, Kentucky, Mississippi, and S@alolina. Respondents are further ordered to
show cause why they should not be barred fromduhrticipation in the securities industry in the
states of Alabama, Kentucky and South Carolina.

The imposition of administrative action shall be&oeifective thirty (30) days after
receipt of this Notice unless a written requestdiordministrative hearing is provided as set out
in VII below before the expiration of said thirtyq) days.

It is the intention of the Agencies to seek refittuof investor losses, imposition of

administrative penalties, reimbursement of invedivg costs, and revocation of registration.



VI. PUBLIC INTEREST

This Notice of Intent to Revoke Registration anthtpose Administrative Penalty is
issued in the public interest and for the protectibinvestors consistent with the purpose of
each Agencies’ authority.

VIl. RIGHT TO AN ADMINISTRATIVE HEARING

An administrative hearing may be requested inrtiagter. Any such request must be
made in writing within thirty (30) days from thetdaof receipt of this Notice.

Each respondent requesting a hearing must fildteewrequest for an administrative
hearing.

The written request for an administrative heariray e served on all Agencies by
service on Joseph P. Borg, Director, Alabama SeesitCommission at 401 Adams Avenue,
Suite 280, Montgomery, Alabama 36104.

If an administrative hearing is requested, writtetice of the date, time, and place
will be given to all parties by certified mail, veh receipt requested. Said notice will also
designate a Hearing Officer.

In the event such a hearing is requested, the Rdspts may appear, with or without
the assistance of an attorney, at the date, tirdgkate specified and cross-examine
witnesses, present testimony, evidence and argumalating to the matters contained herein.
Upon request, subpoenas may be issued for thedatiea of witnesses and for the
production of books and papers on the Respondeeksllf at the hearing relating to the
matters contained herein. In the event such wrriti@ices are not received within said thirty
(30) day period of time, a FINAL ORDER REVOKING REETRATION AND ORDER
IMPOSING ADMINISTRATIVE PENALTY may be entered itis proceeding with no

further notice.



VIIl. AMENDMENTS
The Agencies hereby reserve the right to amend\ihiise of Intent to Revoke

Registration and Impose Administrative Penaltylege additional violations.



JOINTLY ISSUED, this, the day of , 2010.

BY ORDER OF JOSEPH P. BORG
Director, Alabama Securities Commission




JOINTLY ISSUED, this, the day of , 2010.

BY ORDER OF CHARLES A. VICE
Commissioner, Kentucky Department of Financialitogbns




JOINTLY ISSUED, this, the day of

BY:

, 2010.

TANYA G. WEBBER

Assistant Secretary of State
Securities and Charities Division
Mississippi Secretary of State’s Office



JOINTLY ISSUED, this, the

day of

, 2010.

Tracy A. Meyers

Assistant Attorney General
Securities Division

Office of the Attorney General
Rembert C. Dennis Building
1000 Assembly Street
Columbia, S. C. 29201

(803) 734-4731



